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Introduction 


The  Arizona  Health  Care  Cost  Containment  System  (AHCCCS)  is  an 
innovative  Medicaid  program  that  provides  services  to  eligible  indigent 
persons  in  Arizona.    Arizona  receives  federal  funding  for  AHCCCS  as  a  HCFA 
demonstration  project. 

AHCCCS  has  similar  eligibility  and  service  coverage  as  traditional 
Medicaid  programs  but  contracts  on  a  capitated  basis  with  health  care  plans  to 
provide  covered  medical  care  services  to  its  beneficiaries.    Health  care 
plans,  in  turn,  arrange  for  the  delivery  of  services  from  physicians, 
hospitals,  and  other  providers  using  a  variety  of  payment  methods.  Plan 
capitation  rates  are  set  through  a  competitive  bidding  process.    As  of  January 
1994,  the  Arizona  Health  Care  Cost  Containment  System  Administration  (AHCCCSA) 
had  capitated  contracts  with  14  acute  care  plans  that  provide  medical  services 
to  390  thousand  AHCCCS  acute  care  enrollees. 

This  paper  presents  a  detailed  description  of  the  14  AHCCCS  acute  care 
plans.    We  present  a  typology  that  describes  the  AHCCCS  acute  care  plans  along 
four  broad  dimensions  that  we  believe  are  important  to  an  evaluation  of  the 
implementation  and  operation  of  the  AHCCCS  program.    These  dimensions  are: 
plan  organization,  provider  reimbursement,  hospital  and  ancillary  service 
reimbursement,  and  utilization  management  activities.    Within  each  of  these 
dimensions,  the  plans  are  described  in  terms  of  selected  characteristics 
central  to  the  principles  of  cost-effective  health  care  delivery.  Significant 
findings  and  patterns  are  discussed.    The  paper  concludes  with  a  summary  and 
discussion  of  the  policy  implications  of  these  findings. 

The  purpose  of  this  typology  is  two-fold.    First,  it  sets  up  a  framework 
to  allow  meaningful  comparisons  between  the  plans.    Second,  it  facilitates  the 
observation  of  patterns  in  the  organization,  management,  and  financial 
incentives  of  the  plans  that  comprise  the  AHCCCS  program. 

To  develop  the  typology,  information  was  compiled  from  several  published 
and  primary  sources.    Information  was  obtained  from  AHCCCS  Year  10  [Fiscal 
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Year  1992  (FY  92)]  Operational  and  Financial  Reviews  of  the  acute  care  plans 
and  from  verbal  and  written  correspondence  with  the  AHCCCS  Office  of  Managed 
Care  (OMC).    Information  about  the  physician  incentive  practices  of  each  plan 
was  obtained  in  part  from  an  OMC  survey  of  the  acute  care  plans  conducted  in 
September  1993,  and  from  Year  11  (FY  93)  acute  care  bid  proposals. 
Information  unavailable  from  these  sources  was  sought  from  the  plans  directly. 
Telephone  conversations  with  administrators  from  all  of  the  AHCCCS  acute  care 
plans  were  held  during  November  and  December  of  1993.    The  information 
compiled  from  all  of  these  sources  is  summarized  in  the  typology  presented  in 
Figure  1. 

Plan  Organization 

A  health  care  plan's  organizational  structure  and  governance  can  say  a 
great  deal  about  its  stability,  its  governing  philosophy,  and  its  internal 
financial  incentives.    This  dimension  of  the  typology  looks  at  a  number  of 
structural  and  governance  aspects  of  the  AHCCCS  plans,  including  history, 
size,  model  type,  ownership  and  governance,  and  medical  care  business  outside 
of  the  AHCCCS  program. 

The  14  AHCCCS  acute  care  plans  described  in  the  typology  were  all 
awarded  one-year  contracts  effective  October  1,  1992.    Those  contracts  were 
renewed  for  the  subsequent  year,  with  some  capitation  rate  modifications.  The 
bidding  process  is  currently  designed  to  permit  competitive  bidding  in  two- 
year  cycles  with  nearly  automatic  contract  renewal  in  off-years.  Contracts 
will  be  rebid  in  FY  95.    Of  the  14  acute  care  plans,  two  are  county-based 
(i.e.,  are  operated  by  county  governments).    The  remaining  12  plans  will  be 
referred  to  as  private  plans  throughout  this  paper. 

Length  of  Time  in  the  Program 

The  AHCCCS  acute  care  plans  have  participated  in  the  AHCCCS  program  for 
varying  lengths  of  time  since  AHCCCS'  inception  in  1982.    Before  AHCCCS, 
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Figure  1 

AHCCCS  ACUTE  CARE  PLAN  TYPOLOGY 


PLAN  NAME 

Advantage 
Health  Plan 

AHCCCS 
Select 

Arizona  Health 
Concepts 

Arizona 
Physicians  IPA 

Comprehensive 
AHCCCS  Plan 

Doctors'  Health 
Plan 

Plan  name  acronym 

AHP 

SELECT 

AHC 

APIPA 

CAP 

DHP 

PLAN  ORGANIZATION 

Plan  Starting  Date 

10/89 

10/92 

10/92 

10/82 

10/82 

10/83 

Enrollment 
as  of  1/1/94 

(%  of  total  acute  care  plan 

13,108 

(3.4*) 

27,493 

(7.1*) 

15,836 

(4.1*) 

131,403 

(33.7*) 

5,453 

(1.4*) 

2,751 

(0.7*) 

Number  of  Counties 

1 

3 

2 

14 

2 

1 

Counties 

(Enrollment  as  of 
1/1/94) 

Maricopa  (13,108) 

Maricopa  (7,951)  -  P 
Pima  (19,542) 
Pinal  (0)  -  P 

Mohave  (10,998) 
Yavapai  (4,838) 

Cochise  (12,001) 
Coconino  (2,758) 
Gila  (2,767) 
Graham  (1,026) 
Greenlee  (969) 
La  Paz  (1,939) 
Maricopa  (63,963) 
Mohave  (1,235)  -  P 
Navajo  (2,579) 
Pima  (18,297) 
Pinal  (6)  ■  P 
Santa  Cruz  (2,281) 
Yavapai  (4,189) 
Yuma  (17,393) 

Coconino  (5,280)  -  P 
Yavapai  (173)  -  P 

Graham  (2,751) 

Model  Type** 

IPA 

Network 
IPA 

IPA 

IPA 

IPA 

IPA 

Ownership 

Hospital 
Corporation 
(St.  Luke's 
Health  System) 

Insurance 

Corporation 

(Intergroup 

Healthcare 

Corporation) 

Independent 
Corporation; 
Self-Managed 

Independent 
Corporation; 
Managed  by 
Shaller- 
Anderson,  Inc. 

Independent 
Corporation; 
Self-Managed 

Independent 
Corporation; 
Self-Managed 

Sponsorship*** 

Hospital 
Corporation 

Insurance 
Corporation 

Physician 

Hospital 
Corporation 
(SHS,  Inc.  and 
Tucson  Medical 
Center) 

Hospital 

Corporation 

(Flagstaff  Health 

Management 

Corporation); 

Physician 

Physician 

P  Indicates  partial-county  coverage  only. 
*  Enrollment  percentages  do  not  add  to  100%  due  to  rounding. 
**  Model  Type  is  based  on  the  definitions  used  by  the  Group  Health  Association  of  America.  When  two 

model  types  are  listed,  the  first  characterizes  the  model  under  which  the  majority  of  enrollees  are  served. 
'**  Sponsor  is  a  term  used  by  AHCCCSA  to  denote  an  entity  that  has  governing  influence  over  a  plan  but  may 
not  directly  share  in  the  plan's  profits. 
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Family  Health 
Plan  of  NE 
Arizona 

Health  Choice 
Arizona 

Maricopa 
Managed 
Care  System 

Mercy  Care 
Plan 

Phoenix 
Health 
Plan 

Pima  Health 
System 

Regional 
AHCCCS 
Health  Plan 

Samaritan 
Health 
Service 

NEAZ 

HCA 

MMCS 

MCP 

PHXHP 

PHS 

RAHP 

SHS 

10/83 

7/90 

10/82 

10/83 

10/83 

10/82 

10/89 

10/82 

5,538 

(1.4*) 

18,776 

(4.8*) 

41,558 

(10.7*) 

76,794 

(19.7*) 

28,995 

(7.4*) 

11,284 

(2.9*) 

8,913 

(23*) 

1,991 

(0.5%) 

4 

3 

1 

5 

2 

1 

2 

1 

Apache  (689)  -  P 
Gila  (1,431) 
Navajo  (3,199) 
Pinal  (219)  -  P 

Maricopa  (I4,932)-P 
Pima  (3,648) 
Pinal  (196)  -  P 

Maricopa  (41,558) 

Cochise  (1,775) 
Maricopa  (48,127) 
Pima  (17,725) 
Pinal  (5,951) 
Santa  Cruz  (3,216) 

Maricopa  (28.995VP 
Pinal  (0)-P 

Pima  (11,284) 

Maricopa  (195)  -  P 
Pinal  (8,718) 

Apache  (1,991) 

ipa 

IPA 

Group 
IPA 

IPA 

IPA 

Network 
IPA 

IPA 

Staff 
IPA 

Independent 
Corporation; 
Managed  by 
Health  Mgmt. 
Associates 
(HMA) 

Hospital 
Corporation 
(Summit  Health 
Ltd.) 

County 
Government 

Hospital 
Corporation 
(Southwest 
Catholic  Health 
Network) 

Hospital 
Corporation 
(PMH  Health 
Resources) 

County 
Government 

Hospital 
Corporation 
(Casa  Grande 
Community 
Hospital,  Inc.) 

Hospital 
Corporation 
(Samaritan 
Health  System, 
Inc.) 

Physician 

Hospital 
Corporation 

County 
Government 

Hospital 
Corporation 

Hospital 
Corporation 

County 
Government 

Hospital 
Corporation 

Hospital 
Corporation 
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PLAN  NAME 

Advantage 
Health  Plan 

AHCCCS 
Select 

Arizona  Health 
Concepts 

Arizona 
Physicians  IPA 

Comprehensive 
AHCCCS  Plan 

Doctors'  Health 
Plan 

Affiliation  With 
Hospital(s) 

St.  Luke's 
Medical  Center; 
Tempe  St. 
Luke's 

None 

None 

Seven  SHS,  Inc. 
owned  or 
managed 
hospitals; 
Tucson  Medical 
Center 

Flagstaff 
Medical  Center 

Mount  Graham 

Community 

Hospital 

Profit  Status 

Not-For-Profit 

For  Profit 

For  Profit 

Not-For-Profit 

Not-For-Profit 

For  Profit 

Public-Sector 
Involvement  (outside 
AHCCCS  program) 

None 

ALTCS 
(Intergroup 
contracts  to 
provide  acute 
services  to 
ALTCS 
population  in 
Cochise 
County). 

ALTCS  (same 
ownership  as 
Ventana-ALTCS 
contractor) 

ALTCS 

DES 

HCG 

DES 

None 

Medicare  HMO 

No 

Yes 

No 

No 

No 

No 

Private  Sector 
Involvement 

None 

Intergroup  owns 
commercial 
HMO,  PPO, 
traditional 
insurance 
company,  and 
licensed  third- 
party 

administrator. 

None 

SHS,  Inc.  owns 
commercial 
HMO;  Tucson 
Medical  Center 
has  interest  in 
commercial 
HMO. 

None 

None 

PROVIDER 
REIMBURSEMENT 

PCP  Reimbursement 

Mostly 

capitated;  fee- 
for-service  when 
enrollment 
<  100  members 

Mostly  capitated 
contracts  with 
group  practices; 
two  fee-for- 
service  group 
contracts;  few 
individual  fee- 
for-service 
contracts 

85%  PCPs 
capitated; 
remaining  15% 
negotiated  fee- 
for-service 

98%  PCPs 

capitated;  fee- 

for-service  when 

enrollment 

<  100  members 

or  when  refused 

capitation 

Capitated 

Capitated 
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Family  Health 

Health  Choice 

Maricopa 

Mercy  Care 

Phoenix 

Pima  Health 

Regional 

Samaritan 

Plan  of  NE 

Arizona 

Managed 

Plan 

Health 

System 

AHCCCS 

Health 

Arizona 

Care  System 

Plan 

Health  Plan 

Service 

None 

Mesa  General 

Maricopa 

Three 

Phoenix 

Kino 

Casa  Grande 

White 

Medical 

Medical  Center 

Carondelet 

Memorial 

Community 

Regional 

Mountain 

Center; 

(county 

Hospitals  and 

Hospital 

Hospital 

Medical  Center 

Community 

Community 

hospital) 

St.  Joseph's 

(managed  by 

(county 

Hospital;  Good 

General 

Hospital  & 

PMH  Health 

hospital) 

Samaritan 

Medical 

Medical  Center 

Resources) 

Regional 

Center;  Tucson 

Medical 

General 

Center;  All 

SHS,  Inc. 

hospitals 

For  Profit 

For  Profit 

Government 

Not-For-Profit 

Not-For-Profit 

Government 

Not-For-Profit 

Not-For-Profit 

None 

HCG 

ALTCS 

DES 

HCG 

ALTCS 

None 

ALTCS  (SHS, 

County 

IHS 

Inc.  co-owns 

employee  plan 

APIPA  - 

ALTCS 

contractor  and 

AHCCCS  plan) 

No 

No 

Yes 

No 

No 

No 

No 

No 

HMA  owns/ 

None 

None 

None 

PMH  Health 

None 

Casa  Grande 

SHS,  Inc. 

manages 

Resources 

owns  licensed 

owns 

several 

manages  PMH 

third  party 

commercial 

commercial 

Foundation, 

administrator. 

HMO,  PPO, 

PPOs,  IPAs,  a 

PMH  Primary 

and  licensed 

UR  company, 

Care,  and 

third  party 

and  a  licensed 

several 

administrator. 

third  party 

physician 

administrator. 

practices. 

85%  PCPs 

Mostly 

PCPs  part  of 

Mostly 

95%  PCPs 

Capitated 

90%  PCPs 

Mostly  salaried 

capitated;  15% 

capitated; 

large  physician 

capitated;  fee- 

capitated;  5% 

pediatric  PCP 

capitated;  10% 

PCPs 

fee-for-service 

negotiated  fee- 

group;  group 

for-service 

fee-for-service 

group  at  Kino; 

fee-for-service 

employed  by 

for  service  for 

paid  fee-for- 

when 

when 

pay  capitation 

Samaritan 

very  small 

service  using 

enrollment 

enrollment 

into  pool  for 

Health 

number  in 

AHCCCS  fee 

<  100  members 

<  50  members 

Internal  Med. 

Services;  some 

remote  areas 

schedule;  how 

PCPs  at  Kino 

individual  and 

group  pays 

(Kino  pays 

group  fee-for- 

providers 

Internal  Med. 

service 

unknown 

PCPs  salary 

contracts 

from  pool.); 

GHMA  PCP 

group  paid  fee- 

for-service; 

how  GHMA 

pays  providers 

is  unknown 
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PLAN  NAME 

Advantage 

AHCCCS 

Arizona  Health 

Arizona 

Comprehensive 

Doctors'  Health 

Health  Plan 

Select 

Concepts 

Physicians  IPA 

AHCCCS  Plan 

Plan 

Specialist 

Mostly  fee-for- 

Mostly  fee-for- 

Fee-for-service 

Fee-for-service 

Negotiated  fee- 

Negotiated  fee- 

Reimbursement 

setvice;  a  few 

service  contracts 

using  AHCCCS 

using  APIPA  fee 

for-service 

for-service 

capitated 

with  specialist 

fee  schedule 

schedule  for 

specialists 

groups;  some 
primary  care 
groups  have 
capitated 
arrangements 
with  their 
specialist 
providers 

contracted 
providers  and 
AHCCCS  fee 
schedule  for 
non-contracted 
providers 

Physician 

None 

Shared  risk 

Risk  pool  for 

Three  risk  pools 

20%  withhold  of 

Risk  pools  for 

Incentives/Risk 

contracts  with 

approximately 

for  selected 

PCP  capitation 

all  PCPs; 

Sharing 

some  group 

20%  of  PCPs  at 

physician  groups 

until  year  end  to 

Shortfalls 

Arrangements* 

practices;  Most 

substantial 

at  substantial 

cover  physician 

recouped  from 

PCPs  not  at  risk 

financial  risk; 

financial  risk; 

services  only;  If 

next  year's 

for  referrals. 

No  risk  pools/ 

Most  PCPs  not 

surplus,  entitled 

capitation; 

incentives  for 

in  risk  pools; 

to  100%,  if 

Physicians  not 

approximately 

All  PCPs 

shortfall  at  risk 

at  substantial 

80%  of  PCPs. 

eligible  for 
annual 
supplemental 
payment  —  1 0  % 
of  capitation, 
based  on  overall 
performance. 

for  50%;  PCPs 
not  at  substantial 
financial  risk. 

financial  risk. 

HOSPITAL  &  ANCILLARY 

SERVICE 

REIMBURSEMENT 

Hospital  Inpatient 

AHCCCS  tiered 

AHCCCS  tiered 

AHrW*<S  t\e>n>A 

Anl^Ll^u  lit  I  cu 

AHCCCS  tiered 

AHCCCS  tiered 

Reimbursement 

per  diem  rate 

per  diem  rate 

per  diem  rate 

per  diem  rate 

per  diem  rate 

per  diem  rate 

Physicians  are  considered  to  be  at  substantial  financial  risk  if  more  than  25%  of  the  plan's  total  payments  to  the  physician 
is  at  risk  and  the  risk  is  based  on  costs  of  services  the  physician  does  not  provide  (i.e.,  referrals,  hospital  inpatient  care, 
ancillary  services,  etc.). 
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Family  Heal  in 

Health  Chnira 

iviflricop& 

Mercy  Care 

Phoenix 

Pima  Health 

Regional 

Samaritan 

Plan  nf  VF 

rum  ui 

Arizona 

Managed 

Plan 

Health 

System 

AHCCCS 

Health 

Arizona 

are  y  em 

Health  Plan 

Negotiated  tee- 

Negotiated  tee- 

"  I'm 
of  same5  ^ 

Ne  otiated  fee 
fo^service  CC" 

Ne  otiated  fee 
fo^service  Ce~ 

Fee  for  service 
ee-  or-service 

Ne  otiated  fee 
fo^service  ^ 

Fee  for  service 
contractTwItlT 

for-service 

for-service 

o  sa  m  e 

or-service 

or-service 

or-service 

physician 

w^rGnTfor 

uidivTduar' 

specialty0  °' 

providers  and 

group  paid  fee- 

services*  some 

specialist 

for-service 

GHM  A 

groups  using 

specialists  hold 

AHCCCS  fee 

An^v.v^j  ice 

clinics  &t  Kino*, 

schedule 

schedule;  how 

GHMA  paid 

whenever 

group  pays 

fee-for-service; 

possible, 

providers 

now  uHMA 

otherwise 

unknown 

pays  providers 

percentage  of 

is  unknown; 

billed  charges 

some 

independent 

fee-for-service 

contracts 

All  IV*De  in 

All  rv^rs  in 

No  risk  pools; 

None 

No  nsk  pools; 

None 

None 

Individual  nsk- 

None 

individual 

Small  cash 

All  PCPs 

pool  for  one 

and/or  shared 

incentive  for 

eligible  for 

PCP  who  is  at 

risk  pool  and 

low  bed-day 

"physician 

substantial 

are  at 

utilization,  but 

recognition 

financial  risk 

substantial 

has  never  been 

program" 

and  who  serves 

financial  risk. 

paid  out  as  of 

incentive 

approximately 

12/93. 

payment,  based 

11%  of  the 

on  overall 

plan's 

performance. 

enrollment. 

AHCCCS 

AHCCCS 

AHCCCS 

AHCCCS  tiered 

AHCCCS 

AHCCCS 

AHCCCS 

AHCCCS 

tiered  per  diem 

tiered  per  diem 

tiered  per  diem 

per  diem  rate 

tiered  per  diem 

tiered  per  diem 

tiered  per  diem 

tiered  per  diem 

rate,  except  one 

rate 

rate 

rate;  negotiated 

rate 

rate 

rate 

capitated 

percent 

hospital  with 

discounts  from 

end-of-year 

tiered  per  diem 

reconcilation 

for  some 

based  on  tiered 

hospitals 

per  diem  rate 
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PLAN  NAME 

Advantage 
Health  Plan 

AHCCCS 
Select 

Arizona  Health 
Concepts 

Arizona 
Physicians  IPA 

Comprehensive 
AHCCCS  Plan 

Doctors'  Health 
Plan 

Ancillary  Service 
Procurement 

Primarily 
outside  contracts 
(except 
radiology,  in- 
hospital) 

Primarily 
outside 

contracts,  either 
arranged  by 
groups  directly 
or  by  SELECT 
on  their  behalf 

Primarily 
outside  contracts 

Primarily  outside 
contracts 

Primarily 
outside  contracts 

Primarily 
outside  contracts 

Laboratory 
Reimbursement 

Capitated 

Capitated 

50%  capitated; 
50%  fee-for- 
service 

Capitated 

85%  capitated; 
15%  fee-for- 
service 

Fee-for-service, 
unless  offered 
through  PCP 
clinic  (included 
in  capitation) 

Radiology 
Reimbursement 

Fee-for-service 

Capitated  &  fee- 
for-service 

Fee-for-service 

Fee-for-service 

Fee-for-service 

Fee-for-service, 
unless  offered 
through  PCP 
clinic,  included 
in  capitation 

Pharmacy 
Reimbursement 

Fee-for-service 
(based  on  AWP) 

Fee-for-service 
(%AWP  +  fill 
fee) 

Fee-for-service 
(%AWP  +  fill 

fee) 

Fee-for-service 
(based  on  AWP) 

Fee-for-service 
(%AWP  +  fill 
fee) 

Fee-for-service 
(%AWP  +  fill 
fee) 

DME  Reimbursement 

Capitated,  with 
fee-for-service 
for  selected 
high-cost  items 

Capitated 

Negotiated  fee- 
for-service 

Capitated,  with 
fee-for-service 
for  selected 
high-cost  items 

Fee-for-service 

Fee-for-service 

UTILIZATION 

MANAGEMENT 

ACTIVITIES 

Copayment  Collection 
Implementation 

Plan  defers  to 

providers  to 

collect 

copayment; 

reimbursement 

adjusted  to 

reflect 
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health  services  for  Arizona's  indigent  population  were  delivered  by  the 
individual  Arizona  counties,  and  few  capitated  service  delivery  systems 
existed  within  the  state.    MMCS  and  PHS,  the  two  county-run  health  plans  in 
Arizona's  two  largest,  urban  counties  (Maricopa  and  Pima)  have  been  AHCCCS 
plans  since  the  first  year  of  the  program.    Seven  of  the  current  private  plans 
(APIPA,  CAP,  DHP,  MCP,  NEAZ,  PHXHP,  and  SHS)  were  established  within  the  first 
two  years  of  the  AHCCCS  program.    The  five  remaining  current  private  plans 
(AHC,  AHP,  HCA,  RAHP,  and  SELECT)  signed  initial  contracts  with  the  AHCCCS 
Administration  after  the  program  had  already  been  in  place  for  seven  or  more 
years.    Two  of  those  plans  (AHC  and  SELECT)  are  newly  established  plans  that 
were  awarded  contracts  for  the  first  time  for  FY  93  and  FY  94. 


Enrollment  and  Counties  Served 

As  can  be  seen  in  the  first  section  of  Figure  1,  enrollment  in  each  plan 
ranges  from  0.5%  to  nearly  34%  of  the  total  AHCCCS  acute  care  population.  Not 
surprisingly,  plans  operating  in  one  or  more  of  Arizona's  two  urban  counties, 
and  plans  that  operate  in  all  regions  of  a  county,  tend  to  have  larger  numbers 
of  enrollees  than  those  with  only  partial  county  coverage  or  those  operating 
in  only  sparsely  populated  rural  counties.    Over  one-third  of  all  AHCCCS  plan 
enrollees  are  in  APIPA,  one  of  the  oldest  plans  that  operates  in  14  of 
Arizona's  15  counties.    More  than  70%  of  the  acute  care  population  is  enrolled 
in  the  four  largest  health  plans:    APIPA  (33.7%),  MCP  (19.7%),  MMCS  (10.7%) 
and  PHXHP  (7.4%). 

With  seven  private  plans  and  one  county  plan,  Maricopa  County  has  the 
largest  number  of  participating  plans.    The  county  with  the  next  largest 
number  of  plans  is  Pinal  County,  with  seven  private  acute  care  plans,  followed 
by  Pima  County,  with  five  plans  (four  private  and  one  county).    Yavapai  County 
has  three  plans,  another  eight  of  Arizona's  rural  counties  have  two 
participating  plans,  and  three  rural  counties  (Greenlee,  La  Paz,  and  Yuma) 
have  one  participating  AHCCCS  acute  care  plan.    Thus,  the  majority  of  AHCCCS 
eligibles  have  a  choice  of  plan  enrollment. 
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Model  Type 


Although  it  is  often  difficult  in  practice  to  classify  a  health  plan 
into  a  single  model  type,  it  is  important  to  do  this.    Most  model  type 
classifications  incorporate  into  their  categorization  the  manner  in  which  the 
plan's  physicians  are  organized.    Such  classification  helps  us  to  understand 
the  organizational  relationship  between  the  plan  and  its  providers,  the 
relationships  among  providers,  and  the  financial  incentives  built  into  those 
relationships. 

The  plan  model  classifications  used  in  this  typology  are  those  used  by 
the  Group  Health  Association  of  America  (GHAA).*    GHAA  characterizes  prepaid 
health  care  systems  under  four  model  categories.    The  first  classification, 
staff  model,  is  used  to  describe  plans  in  which  health  care  is  delivered  by 
physicians  who  are  employed  by  the  plan  and  paid  a  salary.    These  physicians 
are  paid  a  fixed  annual  or  monthly  amount  regardless  of  the  number  of  plan 
enrollees,  and  they  are  employed  to  serve  the  plan  enrollee  population  only. 
The  second  classification,  group  model,  characterizes  plans  that  contract  with 
a  single,  independent  physician  group.    A  group  model  plan  usually  has  a 
capitated  contract  with  a  single  physician  group,  and  the  group  is  paid  a 
fixed  amount  per-member  (i.e.,  enrollee),  per  month.    Network  model  plans  have 
contracts  with  two  or  more  independent  physician  groups.    The  last  GHAA  model 
type,  independent  practice  association  (IPA)  describes  plans  that  have  fee- 
for-service  or  capitated  contracts  predominantly  with  physicians  in 
independent  practice.    Plans  that  contract  with  physicians  in  independent 
practice  as  well  as  with  one  or  more  independent  physician  groups  are 
generally  also  classified  by  GHAA  as  IPA  models.    Most  managed  care  plans  in 
the  United  States  fall  under  the  IPA  classification.2 

To  give  some  examples  about  how  this  classification  system  is  used,  GHAA 
categorizes  Harvard  Community  Health  Plan  as  a  staff  model  plan  with  salaried 
primary  care  physicians  (PCPs).    Kaiser  Foundation  Health  Plan  is  classified 
as  a  group  model  plan.    Permanente  Medical  Group  is  capitated  by  the  Health 
PTan  to  exclusively  provide  health  care  services  to  plan  enrollees.  GHAA 
categorizes  Pacificare  as  a  network  model  plan  because  the  plan  contracts  with 
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multiple  independent  physician  groups.  United  Health  Care  is  an  example  of  an 
IPA  model  health  plan. 

It  is  sometimes  difficult  to  classify  managed  care  plans  according  to  a 
single  model  type  because  they  often  have  multiple  types  of  contractual 
arrangement  with  their  providers.    For  example,  staff  or  group  model  plans 
that  wish  to  expand  their  regional  coverage  sometimes  contract  with  physicians 
in  independent  practice  in  outlying  geographical  areas  in  order  to  permit 
market  expansion  without  having  to  build  additional  infrastructure  or  make 
large  capital  investments.3    Such  plans  are  frequently  referred  to  as  mixed- 
model  plans,  and  GHAA  typically  classifies  them  by  the  model  type  under  which 
the  majority  of  plan  enrol  lees  are  served. 

AHCCCS  plan  administrators  were  asked  to  classify  their  health  plans 
given  the  above  GHAA  definitions.    When  two  model  types  are  listed  in  Figure 
1,  the  first  characterizes  the  predominant  model  type  (i.e.,  the  model  under 
which  the  majority  of  health  plan  enrollees  are  served). 

As  can  be  seen  in  Figure  1,  the  majority  of  AHCCCS  health  plans  are  IPA 
models  in  which  health  services  are  provided  primarily  by  physicians  in 
independent  practice.    Ten  of  the  12  private  (i.e.,  non-county)  AHCCCS  plans 
are  IPA  models.    These  plans  do  not  employ  any  physicians  on  salary  and  do  not 
contract  with  any  large  physician  groups.    SELECT  contracts  almost  exclusively 
with  several  independent  physician  groups  and  has  only  a  few  contracts  with 
physicians  in  independent  practice.    SELECT  thus  classifies  itself  as 
primarily  a  network  model.    SHS  is  the  only  AHCCCS  plan  that  provides  the 
majority  of  care  through  salaried  providers.    Approximately  80%  of  SHS 
enrollees  are  served  by  PCPs  employed  by  the  plan.    SHS  has  a  few  fee-for- 
service  contracts  with  some  solo  practitioners  and  group  practices  as  well. 

One  county-based  plan,  MMCS,  classifies  itself  as  primarily  a  group 
model  in  which  the  majority  of  enrollees  are  served  by  physicians  belonging  to 
a  single  large  physician  group.    Only  a  small  percentage  of  MMCS  enrollees  are 
served  by  contracted  independent  solo  practitioners.    The  other  county-based 
plan,  PHS,  describes  itself  as  a  network  model.    PHS  has  a  Memorandum  of 
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Agreement  with  county-owned  Kino  Community  Hospital  (Kino).    Most  of  the 
plan's  health  care  services  are  provided  through  several  large  physician 
groups  affiliated  with  Kino.    Almost  all  other  services  are  provided  through 
another  large  physician  group  that  operates  independently  of  Kino.    A  very 
small  percentage  of  PHS  enrollees  are  served  by  physicians  in  independent 
practice  under  fee-for-service  contracts. 

When  looking  at  the  pattern  of  plan  model  types  within  the  AHCCCS 
program,  it  is  useful  to  think  of  the  organizational  structure  of  the  plan's 
providers  in  terms  of  whether  the  plan  contracts  directly  with  its  physicians 
or  whether  it  contracts  with  another  entity  that  in  turn  contracts  with  the 
physicians  serving  the  plan's  members.4    Eleven  of  the  14  health  plans 
contract  with  their  providers  directly,  including  the  one  plan  (SHS)  that  has 
the  majority  of  its  providers  on  staff.    Both  county-based  plans  and  one 
private  plan  contract  with  one  or  more  entities,  such  as  physician  groups, 
which  in  turn  have  their  own  financial  arrangements  with  their  providers. 
Such  an  intermediary  group  is  sometimes  referred  to  as  a  "middle  tier".5  When 
a  health  plan  contracts  with  a  middle  tier  rather  than  with  its  providers 
directly,  it  is  frequently  not  fully  aware  of  how  those  providers  are  paid  and 
therefore  has  no  direct  involvement  in  controlling  the  utilization  of  those 
providers  through  financial  incentives.    For  example,  three  AHCCCS  plans 
(MMCS,  PHS,  and  SELECT)  have  contracts  with  physician  groups  that  in  turn  have 
arrangements  with  the  providers  that  serve  the  plans'  enrollees.  Because 
these  plans  do  not  directly  determine  how  the  providers  are  reimbursed  for 
their  services,  attempts  at  controlling  utilization  are  restricted  to 
arrangements  with  the  middle  tier. 

Governance.  Profit  Status,  and  Hospital  Affiliations 

Governance,  profit  status,  and  hospital  affiliations  are  important 
organizational  characteristics  that  define  a  health  plan's  influences. 
Governance  characteristics  included  in  the  acute  care  plan  typology  are 
sponsorship,  ownership,  and  management.    The  distinction  between  sponsorship 
and  ownership  is  one  made  by  AHCCCSA.    According  to  AHCCCSA's  definition, 
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sponsorship  is  the  governing  influence  of  an  entity  over  a  plan.    A  sponsor 
does  not  necessarily  share  in  the  plan's  profits.    Ownership,  according  to  the 
AHCCCSA  definition,  is  a  relationship  in  which  the  entity  that  governs  the 
plan  also  directly  shares  in  the  plan's  profits. 

Two  AHCCCS  acute  care  plans  (MMCS  and  PHS)  are  owned  and  sponsored  by 
county-governments.    They  are  both  incorporated  as  not-for-profit  entities. 
Because  these  plans  are  county-based,  they  each  have  strong  affiliations  with 
their  respective  county  hospitals.    MMCS  enrollees  receive  the  bulk  of  their 
hospital,  specialty,  and  ancillary  care  at  Maricopa's  county-owned  hospital, 
Maricopa  Medical  Center  (MMC).    Similarly,  PHS  enrollees  receive  the  majority 
of  their  acute  care  services,  including  primary  care,  at  Kino. 

Three  of  the  AHCCCS  acute  care  plans  (AHC,  DHP,  and  NEAZ)  are  each  owned 
by  one  or  more  physicians.    Two  of  these  plans  (AHC  and  DHP)  are  self-managed, 
while  one,  NEAZ,  is  managed  by  an  independent  health  management  corporation. 
All  three  of  these  plans  are  for  profit  and  have  no  outside  sponsors.  APIPA 
and  CAP,  on  the  other  hand,  have  no  owners  and  are  independent  corporations 
sponsored  in  whole  or  in  part  by  hospital  corporations.    APIPA  and  CAP  are 
both  not-for-profit.    The  hospital  corporation  that  co-sponsors  APIPA, 
Samaritan  Health  Systems,  Inc.  (SHS,  Inc.)  is  also  an  owner  of  another  AHCCCS 
plan  (SHS)  that  operates  in  Apache  County,  the  only  Arizona  county  for  which 
APIPA  did  not  bid  in  FY  93.    Because  of  their  hospital  corporation- 
sponsorship,  APIPA  and  CAP  also  have  affiliations  with  the  hospitals  owned  by 
those  corporations  and  contract  primarily  with  those  hospitals  to  provide 
inpatient  services  to  their  AHCCCS  enrollees.    DHP  also  has  an  affiliation 
with  a  local  community  hospital;  one  of  the  plan's  board  members  sits  on  the 
board  of  Mount  Graham  Community  Hospital.    AHC  and  NEAZ  are  independent  of 
hospital  affiliations. 

Six  of  the  AHCCCS  acute  care  plans  (AHP,  HCA,  MCP,  PHXHP,  RAHP,  and  SHS) 
are  owned  and  sponsored  by  hospital  corporations.    Not  surprisingly,  those 
plans  with  hospital  corporation-ownership  also  have  affiliations  with  the 
hospitals  governed  by  those  corporations.    Only  one  of  the  six  hospital 
corporation-owned  plans  (HCA)  is  a  for-profit  plan. 
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One  AHCCCS  plan,  SELECT,  is  sponsored  and  owned  by  a  large  insurance 
corporation,  Intergroup  Health  Care  Corporation.    SELECT  is  a  for-profit  plan 
that  does  not  have  a  direct  affiliation  with  any  hospitals. 

Overall,  the  majority  of  for-profit  AHCCCS  acute  care  plans  are 
independent  corporations  owned  and  sponsored  by  physicians.    SELECT,  AHC,  and 
NEAZ  are  the  only  AHCCCS  plans  without  strong  hospital  ties. 

Other  Public-Sector  and  Private  Sector  Involvement 

The  majority  of  the  AHCCCS  acute  care  plans  are  either  directly  or 
indirectly  involved  in  health  care  delivery  in  some  capacity  outside  of  the 
AHCCCS  program.    Other  businesses  includes  involvement  in  the  Arizona  Long 
Term  Care  System  (ALTCS);  local,  state,  and/or  federal  contracts  to  provide 
health  services  (i.e.,  Medicare  HMOs,  Indian  Health  Services);  and/or  private 
sector  involvement  (i.e.,  health  care  delivery  that  is  unrelated  to  Medicaid, 
Medicare,  or  any  other  publicly  funded  medical  assistance  program). 

Six  of  the  acute  care  plans  (AHC,  APIPA,  MMCS,  PHS,  SELECT,  and  SHS)  are 
involved  in  some  capacity  in  ALTCS.    Of  these,  three  (APIPA,  MMCS,  and  PHS) 
are  ALTCS  contractors,  two  (SELECT  and  SHS)  are  owned  by  entities  that 
participate  in  the  ALTCS  program,  and  one  (AHC)  is  directly  affiliated  with  an 
ALTCS  contractor,  Ventana  Health  Systems  (VHS). 

Aside  from  the  ALTCS  involvement  of  many  acute  care  plans,  several  plans 
have  other  government  contracts  to  provide  health  care  services  to  specific 
populations.    Three  plans  (APIPA,  CAP,  and  MCP)  contract  with  the  State's 
Department  of  Economic  Security  (DES)6  to  provide  acute  care  services  to  DES ' 
mentally  retarded/developmental ly  disabled  (MR/DD)  population.    Three  plans 
(APIPA,  HCA,  and  PHXHP)  participate  in  Arizona's  small  employer  health  plan, 
Health  Care  Group  (HCG),7  while  two  additional  plans  (AHC  and  DHP)  are  in  the 
process  of  trying  to  become  HCG  contractors  in  1994.    One  plan  (MCP)  contracts 
with  Indian  Health  Services.    MMCS  has  its  own  county-employee  health  plan 
that  began  in  January  1993  and  has  approximately  300  enrol  lees  as  of  January 
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1994.    Two  acute  care  plans  (MMCS  and  SELECT)  also  operate  Medicare  HMOs. 
SELECT  has  approximately  12,000  individuals  enrolled  in  its  Medicare  HMO  as  of 
December  1993.    MMCS,  which  signed  its  TEFRA  risk  contract  in  November  1993, 
estimates  a  first  month  enrollment  of  50. 

While  none  of  the  AHCCCS  plans  are  directly  involved  in  serving 
privately  insured  individuals,  six  plans  are  affiliated  with  entities  that  do 
provide  health  care  to  the  privately  insured.    Such  involvement  in  health  care 
delivery  that  is  unrelated  to  public  programs  is  referred  to  as  private-sector 
or  commercial  activity  throughout  this  paper.    SHS,  Inc.,  which  co-sponsors 
APIPA  and  owns  SHS,  also  owns  a  commercial  HMO,  a  commercial  PPO,  and  a 
licensed  third  party  administrator.    DHP  is  managed  by  Health  Management 
Associates,  which  owns  and/or  manages  several  commercial  HMOs  and  IPAs  and 
owns  both  a  licensed  third  party  administrator  and  a  utilization  review  (UR) 
company.    PHXHP  is  owned  by  PMH  Health  Resources,  a  hospital  corporation  that 
also  manages  several  commercial  health  plans  and  independent  physician 
practices.    RAHP  is  owned  by  Casa  Grande  Community  Hospital,  Inc.,  a  hospital 
corporation  that  owns  a  licensed  third  party  administrator.    Finally,  the 
insurance  corporation  that  owns  the  SELECT  health  plan,  Intergroup  Health  Care 
Corporation,  also  owns  multiple  commercial  products,  including  a  commercial 
HMO,  a  PPO,  a  traditional  insurance  company,  a  point-of-service  plan,  and  an 
administrative  services  product.    Thus,  although  none  of  these  plans  are 
directly  involved  in  commercial  health  care  delivery,  the  entities  that  govern 
and/or  manage  them  are  subject  to  the  influences  and  incentives  generated  by 
their  commercial  obligations. 

Provider  Reimbursement 

An  important  feature  of  a  program  designed  to  provide  cost-effective 
health  care  in  a  managed  care  environment  is  the  existence  of  financial 
incentives  to  encourage  appropriate  use  of  limited  resources.    All  health 
plans  that  participate  in  the  AHCCCS  program  are  reimbursed  on  a  capitated 
basis  by  the  state.    How  those  health  plans  choose  to  reimburse  their 
providers,  however,  is  left  up  to  each  plan.    Physician  payment  methodology  is 
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critical  to  controlling  costs  and  encouraging  appropriate  utilization  of 
services. 

The  second  section  of  Figure  1  summarizes  the  manner  in  which  primary 
care  and  specialty  physicians  participating  in  AHCCCS  are  reimbursed.  Also 
presented  is  a  description  of  the  financial  incentive  arrangement  each  AHCCCS 
plan  has  with  its  providers.    There  is  not  much  variation  in  the  way  AHCCCS 
plans  pay  their  physicians.    Most  PCPs  in  AHCCCS  are  capitated,  and  most 
specialists  are  paid  fee-for-service.    Some  plans  have  more  substantial 
physician  incentives  arrangements  than  others. 

Primary  Care  Physician  Reimbursement 

With  the  exception  of  the  PCPs  in  four  AHCCCS  plans  (MMCS,  PHS,  SELECT, 
and  SHS)  almost  all  PCPs  serving  the  AHCCCS  acute  care  population  are 
capitated.    For  the  majority  of  health  plans,  the  only  PCPs  who  are  not 
capitated  are  those  with  limited  numbers  of  enrollees  (i.e.,  those  with  fewer 
than  100  members  assigned  to  them)  and/or  those  serving  in  remote  geographical 
areas  who  will  not  contract  under  a  capitated  arrangement.    All  of  the 
capitated  PCPs  in  the  AHCCCS  acute  care  program  are  under  contract  with  IPA 
model  health  plans. 

Among  the  plans  that  do  not  pay  their  PCPs  on  a  capitated  basis,  how 
those  PCPs  are  reimbursed  is  varied  and  sometimes  confusing.    The  two  county- 
based  plans  in  particular  seem  to  have  difficulty  describing  the  manner  in 
which  their  physicians  are  reimbursed. 

MMCS,  one  of  the  two  county-based  plans,  has  a  fee-for-service  contract 
with  a  large  group  of  physicians  called  Maricopa  Faculty  Associates  (MFA) . 
MFA  is  an  umbrella  organization  made  up  of  several  physician  groups,  including 
family  and  community  medicine  PCPs  and  several  specialty  sub-groups.  The 
group's  PCPs  see  AHCCCS  acute  care  patients  at  any  of  14  primary  care  clinic 
(PCC)  sites  around  the  county.    We  were  not  able  to  find  out  from  the  MMCS 
administration  how  MFA  reimburses  its  PCPs,  but  the  MMCS  director  suspects 
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that  these  physicians  are  paid  some  sort  of  salary  by  the  group. 

PHS,  the  other  county-based  AHCCCS  plan,  has  a  Memorandum  of  Agreement 
with  Kino  such  that  most  of  its  primary  care  services  are  provided  through  two 
large  groups  of  Kino  physicians.    The  largest  number  of  enrollees  are  served 
by  a  group  of  Kino  pediatric  PCPs  called  University  Physicians,  Inc.  (UPI). 
PHS  pays  UPI  a  capitation  payment,  but  as  is  the  case  with  MMCS,  we  were 
unable  to  find  out  from  the  PHS  administration  how  UPI  pays  its  physicians. 
The  other  Kino-affiliated  group  is  a  group  of  internal  medicine  physicians  who 
are  on  salary  at  Kino.    For  PCP  services  provided  by  this  group,  PHS  pays  Kino 
a  monthly  capitation  payment  that  is  added  to  a  large  pool  that  also  includes 
payments  from  sources  other  than  PHS.    Kino  pays  these  internal  medicine  PCPs 
a  salary  from  the  money  in  this  pool.    PHS  also  has  a  fee-for-service  contract 
with  another  physician  group  independent  of  Kino,  Group  Health  Medical 
Associates  (GHMA).    GHMA  sees  less  than  ten  percent  of  PHS'  enrollees.  GHMA 
is  comprised  of  PCPs  and  specialists  and  has  four  clinic  sites  throughout  Pima 
County.    PHS  indicated  that  it  did  not  know  how  GHMA  pays  its  physicians. 

In  addition  to  the  two  county-based  plans,  two  other  AHCCCS  plans  have 
methods  of  reimbursing  PCPs  besides  direct  capitated  contracts.    SELECT,  the 
only  network  model  private  plan,  has  capitated  contracts  with  most  of  its 
provider  groups.    Its  administration  was  not  able  to  tell  us  how  those  groups 
pay  their  physicians.    SELECT  has  fee-for-service  contracts  with  two  of  its 
contracted  groups.    SELECT  also  has  a  few  fee-for-service  contracts  with 
physicians  in  independent  practice.    SHS,  the  only  staff  model  AHCCCS  plan, 
pays  the  majority  of  its  PCPs  on  a  salary  basis  but  also  has  a  few  individual 
fee-for-service  contracts. 

Specialist  Reimbursement 

The  majority  of  AHCCCS  health  plans  have  fee-for-service  contracts  with 
their  specialty  providers.    Only  two  of  the  plans,  AHP  and  SELECT,  have  some 
of  their  specialists  providing  services  under  capitated  contracts.  These 
contracts  are  either  with  the  plan  directly  (AHP)  or  with  one  or  more  primary 
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care  groups  that  are  under  a  fee-for-service  contract  with  the  plan  (SELECT). 
AHP  is  making  an  effort  to  increase  the  number  of  capitated  specialists  with 
whom  it  contracts. 

Most  of  the  AHCCCS  plans  contract  directly  with  their  specialty 
providers  and  pay  them  a  fee-for-service  rate  based  on  a  negotiated  fee 
schedule.    Two  of  these  plans  use  the  AHCCCS  fee  schedule  to  reimburse  most  or 
all  of  their  contracted  specialists.    The  two  county-based  plans  (MMCS  and 
PHS)  and  SELECT  have  other  methods  of  reimbursing  their  specialty  physicians. 
The  majority  of  MMCS  specialists  are  part  of  the  same  physician  group,  MFA,  as 
are  its  PCPs.    MFA  is  paid  fee-for-service  using  the  AHCCCS  fee  schedule,  and 
MMCS  was  not  able  to  tell  us  how  MFA  pays  its  specialists.    PHS  specialists 
belong  to  one  of  two  physician  groups.    For  the  majority  of  specialty 
services,  PHS'  Memorandum  of  Agreement  with  Kino  includes  a  provision  to  pay 
Kino  on  a  fee-for-service  basis  for  the  services  of  a  group  of  Kino 
specialists.    It  was  not  known  by  PHS  how  Kino  reimburses  those  specialists. 
PHS  also  has  a  fee-for-service  contract  with  GHMA  to  hold  specialty  clinics  at 
Kino  on  a  regular  basis.    As  mentioned  earlier,  PHS  was  not  able  to  tell  us 
how  GHMA  pays  its  physicians.    SELECT  has  primarily  fee-for-service  contracts 
with  its  specialist  network.    In  a  small  number  of  cases,  specialty  services 
are  provided  by  physicians  who  have  a  capitated  arrangement  with  a  primary 
care  group  that  contracts  with  SELECT. 

Physician  Incentives  and  Risk  Sharing  Arrangements 

Knowing  physician  payment  method  alone  is  not  enough  to  fully 
operational ize  the  cost  containment  incentives  within  a  health  plan.  The 
AHCCCS  model  sees  the  PCP  as  the  coordinator  of  all  health  care  given  to  his 
or  her  enrollees.    By  acting  as  a  "gatekeeper"  to  other  health  care  services, 
the  PCP  has  the  capacity  to  control  utilization  of  specialty  services, 
ancillary  services,  and  hospital  care.    Health  plans  can  set  up  risk  pools  to 
provide  the  physician  with  incentives  to  order  only  appropriate,  medically 
necessary  health  care  services.    In  the  absence  of  such  risk-sharing 
arrangements,  it  is  important  to  determine  whether  other  types  of  incentive 
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programs  (e.g.,  cash  payments)  exist  to  discourage  unnecessary  referrals  for 
specialty  and  hospital  services.    Across  the  AHCCCS  health  plans,  there  is 
substantial  variation  in  the  extent  to  which  risk  sharing  and/or  physician 
incentive  payment  programs  are  used. 

Most  PCPs  in  all  but  one  AHCCCS  plan,  MMCS,  are  at  risk  for  the  services 
that  they  provide  directly.    The  PCPs  in  these  13  plans  have  an  incentive  to 
appropriately  control  the  use  of  primary  care  services  by  their  enrollees. 
Four  of  these  plans  (AHP,  PHS,  PHXHP,  and  SHS),  however,  do  not  offer 
additional  incentives  of  any  kind  to  control  unnecessary  use  of  services  that 
they  do  not  provide  directly.    One  AHCCCS  plan,  MMCS,  pays  its  physician 
group,  MFA,  on  a  fee-for-service  basis.    MFA  has  incentives  to  increase  the 
group  income  by  providing  more  services  but  it  is  unclear  what  physician 
incentives,  if  any,  are  in  force. 

The  remaining  nine  AHCCCS  plans  have  at  least  some  sort  of  risk-sharing 
or  physician  incentive  arrangement  beyond  PCP  capitation.    These  arrangements 
take  the  form  of  cash  payments  to  PCPs  meeting  certain  utilization  criteria 
that  are  specified  in  advance,  withholds/risk  pools  for  some  or  all  PCPs  in 
the  plan,  or  some  combination  of  the  two. 

Two  AHCCCS  plans,  HCA  and  MCP,  do  not  have  any  withhold/risk  pool 
arrangements  but  have  provisions  for  cash  payments  to  physicians  who  meet 
specified  utilization  and  performance  criteria.    HCA  has  a  cash-bonus 
incentive  for  low  hospital  bed-day  utilization  but  as  of  December  1993  has 
never  paid  any  money  out  under  this  provision.    This  could  mean  that  the  cash 
incentive  program  employed  by  HCA  is  not  particularly  effective  or  it  could 
mean  that  the  program  is  not  adequately  implemented.    MCP  has  a  "physician 
recognition  program"  in  which  qualifying  PCPs  receive  a  cash  bonus  [equal  to 
an  average  of  $0.72  per  member  per  month  (PMPM)l.    In  addition  to  other 
physician  incentives,  APIPA  PCPs  are  also  eligible  to  receive  annual 
supplemental  payments  equal  to  10%  of  their  capitation  payment  if  they  meet 
certain  performance  criteria.    These  cash  incentive  plans  are  designed  to 
encourage  physicians  to  weigh  the  use  of  expensive  resources.  Furthermore, 
for  two  of  the  three  plans  with  cash  incentive  programs  (APIPA  and  MCP), 
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criteria  for  payment  include  measures  of  quality  (e.g.,  performance  audit 
findings,  grievances,  etc.)  in  addition  to  utilization  measures. 

Seven  remaining  AHCCCS  plans  have  some  form  of  withhold/risk  pools  for 
some  or  all  of  their  PCPs.    The  nature  of  these  risk  pools  is  complex,  and 
full  descriptions  of  the  risk  arrangements  for  these  plans  are  beyond  the 
scope  of  this  typology.    It  is  useful  to  note,  however,  that  only  in  one  of 
these  plans,  NEAZ,  are  the  majority  of  PCPs  at  substantial  financial  risk 
(i.e.,  greater  than  25%  of  potential  payments  to  the  physician  are  at  risk, 
based  on  the  costs  of  services  not  directly  provided  by  the  physician).8  In 
the  six  remaining  plans,  either  the  PCPs  are  at  risk  for  less  than  25%  of 
their  potential  payments  (CAP  and  DHP),  or  only  selected  PCPs  in  the  plan  are 
at  substantial  financial  risk  (AHC,  APIPA,  RAHP,  and  SELECT). 

Hospital  and  Ancillary  Service  Reimbursement 

Reimbursement  for  hospital  and  ancillary  services  is  summarized  in  the 
third  section  of  Figure  1.    According  to  recent  estimates  by  the  Congressional 
Budget  Office  hospital  costs  make  up  the  largest  percentage  of  national  health 
care  expenditures  (38.5%  in  1993).^    Ancillary  services  are  less  costly  per 
service  but  have  the  potential  to  be  overused.    Unnecessary  use  of  the  big 
ticket  items  (i.e.,  hospitalizations)  and  the  little  ticket  items  (i.e., 
ancillary  services)  can  impact  medical  care  spending.    Thus,  how  these 
services  are  paid  for  in  a  managed  care  environment  is  of  importance. 

Among  the  AHCCCS  plans,  there  is  little  variation  in  the  mode  of 
reimbursement  for  hospital  inpatient  services  due  to  recent  implementation  of 
a  new  hospital  reimbursement  policy  by  the  AHCCCS  Administration  in  March 
1993.    Procurement  and  payment  for  ancillary  services  does,  however,  vary  from 
plan  to  plan. 
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Inpatient  Hospital  Reimbursement 


Since  11  of  the  14  AHCCCS  plans  have  relationships  with  one  or  more 
hospitals,  it  is  especially  important  to  look  at  hospital  reimbursement  mode 
within  the  AHCCCS  program.    On  March  1,  1993,  AHCCCSA  replaced  its  charge- 
based  fee-for-service  hospital  reimbursement  system  with  a  cost-based  tiered 
per  diem  reimbursement  system.    As  of  March  1993,  AHCCCS  plans  are  prohibited 
from  reimbursing  hospitals  an  amount  greater  than  the  AHCCCS  tiered  per  diem 
rate. 

Prior  to  this  hospital  reimbursement  policy  change,  a  few  plans  had 
capitated  arrangements  with  some  hospitals,  while  most  plans  reimbursed 
hospitals  according  to  charges  or  some  negotiated  percentage  of  charges. 
Since  the  implementation  of  the  new  policy,  nearly  all  plans  reimburse  their 
contracted  hospitals  using  the  AHCCCS  tiered  per  diem  rate,  because  most  plans 
are  unable  to  negotiate  reimbursements  at  lower  rates.    One  exception,  NEAZ, 
has  a  capitated  arrangement  with  one  contracted  hospital,  with  an  end-of-year 
reconciliation  based  on  the  tiered  per  diem  rate  set  by  AHCCCSA.    One  other 
plan,  PHXHP,  has  negotiated  percent  discounts  from  the  AHCCCS  tiered  per  diem 
rate  for  some  of  its  contracted  hospitals.    All  other  hospitals  in  the  AHCCCS 
program  are  reimbursed  the  AHCCCS  tiered  per  diem  rate. 

Ancillary  Service  Reimbursement 

The  typology  shows  the  types  of  contracts  the  AHCCCS  health  plans  have 
for  four  major  ancillary  service  categories:    laboratory,  radiology,  pharmacy, 
and  durable  medical  equipment  (DME).    The  majority  of  ancillary  services  in 
the  AHCCCS  program  are  arranged  through  outside  contracts  with  one  or  more 
independent  entities.    Only  the  two  county  plans  and  one  private  plan,  SHS, 
provide  the  majority  of  ancillary  services  through  their  affiliated  hospitals. 

Of  the  four  ancillary  services  included  in  this  typology,  only 
laboratory  services  are  provided  primarily  through  capitated  contracts.  Six 
plans  have  capitated  contracts  for  all  laboratory  services  and  three  plans 
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have  capitated  contracts  for  50%  or  more  of  their  laboratory  services.  The 
five  remaining  plans  reimburse  providers  on  a  fee-for-service  basis  for  most 
or  all  laboratory  services  provided  to  their  enrollees. 

Radiology  and  pharmacy  services,  on  the  other  hand,  are  almost 
exclusively  provided  under  fee-for-service  contracts.    Only  two  plans,  DHP  and 
SELECT,  reimburse  on  a  capitated  basis  for  some  radiology  providers.  All 
AHCCCS  plans  reimburse  on  a  fee-for-service  basis  for  pharmacy  services,  with 
the  fee  payment  usually  based  on  a  percentage  of  the  average  wholesale  price 
(AWP)  plus  a  filling  fee. 

The  AHCCCS  plans  are  roughly  divided  in  the  manner  in  which  they 
reimburse  for  DME.    Six  of  the  plans  have  fee-for-service  contracts  with  DME 
providers,  four  have  strictly  capitated  contracts,  and  four  have  capitated 
contracts  with  some  fee-for-service  payments  for  selected  high  cost  items. 
The  majority  of  acute  care  enrollees  are  served  by  plans  that  capitate 
providers  for  most  DME  services. 

Utilization  Management  Activities 

In  addition  to  building  financial  incentives  into  provider  reimbursement 
practices,  other  ways  of  trying  to  control  inappropriate  use  of  health  care 
services  include  collecting  copayments,  requiring  prior  authorization  for 
services,  and  monitoring  utilization  patterns  of  plan  physicians.    The  extent 
to  which  the  AHCCCS  plans  employ  the  first  two  of  these  strategies  is  fairly 
consistent  across  plans.    Utilization  monitoring  and  internal  reporting 
activities,  on  the  other  hand,  vary  from  plan  to  plan.    Utilization  management 
activities  of  the  AHCCCS  plans  are  summarized  in  the  last  section  of  Figure  1. 

Copavment  Collection 

The  AHCCCS  Year  11  Request  for  Proposal  (RFP)  to  acute  care  plans  clearly 
stipulates  that  all  contracted  health  plans  are  responsible  for  the  collection 
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of  the  following  copayments  from  AHCCCS  enrollees:10    jjqO  per  visit  for 
doctor  visits  and  diagnostic  and  rehabilitative  x-ray  and  laboratory  services 
associated  with  such  visit,  $5.00  per  procedure  for  non-emergency  surgery,  and 
$5.00  per  visit  for  non-emergency  use  of  the  emergency  room.    Prenatal,  well- 
baby,  and  EPSDT  services;  services  for  enrollees  in  long-term  care  facilities; 
visits  scheduled  by  a  PCP;  and  medications  are  excluded  from  copayments.  The 
AHCCCS  plans  all  defer  copayment  collection  responsibilities  to  their 
contracted  providers.    Providers  are  not,  however,  permitted  to  deny  services 
to  AHCCCS  enrollees  who  are  unable  to  pay  a  copayment. 

Most  health  plan  administrators  believe  that  the  majority  of  AHCCCS 
providers  are  unable  to  collect  copayments  because  AHCCCS  enrollees  know  that 
they  need  not  submit  copayments  in  order  to  receive  services.  These 
administrators  believe  that  copayments  in  the  AHCCCS  program  do  not  affect 
utilization  much.    Discussions  with  the  plan  administrators  reveal,  however, 
that  copayment  collection  is  neither  monitored  nor  actively  encouraged  by  the 
majority  of  AHCCCS  health  plans. 

During  our  discussions  with  plan  administrators,  the  two  county-based 
plans  stated  that  their  providers  do  not  ask  enrollees  for  copayments  at  all. 
For  both  plans,  the  decision  not  to  collect  copayments  is  reportedly  based  on 
the  experience  that  members  claim  they  cannot  pay  the  copayment  amount. 

Six  AHCCCS  plans  (AHC,  AHP,  APIPA,  PHXHP,  RAHP,  and  SHS)  adjust  provider 
reimbursement  levels  to  offset  copayment  collection  (i.e.,  capitation  rates 
are  adjusted  downward  under  the  assumption  that  copayments  are  collected). 
For  these  plans,  there  is  substantial  provider  incentive  to  aggressively 
pursue  copayment  collection  in  order  to  recoup  some  of  this  money. 

The  remaining  six  AHCCCS  plans  (CAP,  DHP,  HCA,  MCP,  NEAZ,  and  SELECT)  do 
not  adjust  provider  reimbursement  rates  to  offset  copayments  collected  (i.e., 
capitation  rates  are  set  assuming  that  no  copayments  are  collected).  These 
health  plans  thus  afford  providers  only  limited  incentive  to  collect 
copayments,  because  capitation  payment  rates  are  intended  to  cover  provider 
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costs.  Copayments  are,  in  effect,  cash  bonuses  to  the  providers  in  these  six 
plans. 

Prior  Authorization 

The  AHCCCSA  Year  11  RFP  to  acute  care  plans  states  that  contracted  health 
plans  are  to  implement  an  approved  quality  assurance  and  utilization  review 
system  that  includes  provisions  for  prior  authorization  24  hours  per  day, 
seven  days  per  week.11    All  AHCCCS  plans  require  prior  authorization  from 
plan-appointed  staff  for  a  selection  of  referral,  ancillary,  and/or  hospital 
services. 

While  the  specifics  of  prior  authorization  requirements  differ  slightly 
from  plan  to  plan,  the  majority  of  AHCCCS  plans  require  plan  prior 
authorization  for  similar  types  of  services.    These  services  are  summarized  in 
the  last  section  of  Figure  1. 

All  plans  require  prior  authorization  for  most  or  all  services  not 
directly  provided  by  the  PCP  (e.g.,  inpatient  hospital  admissions,  specialty 
referrals,  and  non-routine  ancillary  services).    All  but  one  plan,  MMCS, 
require  prior  authorization  for  all  non-emergency  hospital  admissions.  MMCS 
only  requires  prior  authorization  for  hospital  admissions  outside  of  MMC. 
Only  three  plans  (AHC,  NEAZ,  and  PHS)  do  not  require  prior  authorization  for 
emergency  hospital  admissions.    HCA  requires  prior  authorization  for  all 
services  except  PCP  office  visits,  immunizations,  and  ancillary  services 
performed  in  the  PCP's  office.    Given  the  extensive  resources  required  for  its 
comprehensive  prior  authorization  policy,  HCA  is  considering  removing  the  need 
for  approval  for  services  with  historically  low  average  costs  and  large 
approval  rates. 

Utilization  Monitoring  and  Internal  Report  Generation 


In  accordance  with  the  Health  Care  Financing  Administration's  Special 
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Terms  and  Conditions  of  its  Demonstration  1115  Waiver,  AHCCCSA  requires  all 
AHCCCS  health  plans  to  submit  data  on  encounters  for  all  medically  related 
services  rendered  to  AHCCCS  enrollees.12    Meeting  these  reporting  obligations 
necessitates  that  each  plan  have  an  entity  responsible  for  information 
management. 

Twelve  of  the  plans  utilize  management  information  systems  (MIS) 
developed  by  their  respective  service  bureaus.    Six  of  these  plans  (AHP,  HCA, 
MCP,  MMCS,  PHS,  and  PHXHP)  contract  with  INC,  three  plans  (CAP,  DHP,  and  SHS) 
contract  with  Health  Care  Systems  Development,  and  three  plans  (AHC,  RAHP,  and 
SELECT)  contract  with  Redpath.    APIPA  uses  an  internal  system,  Q-Care, 
developed  by  GTE.    NEAZ  uses  an  internal  system  developed  by  its  management 
corporation,  Health  Management  Associates. 

How  the  AHCCCS  health  plans  use  their  encounter  data  internally  reflects 
to  some  degree  their  ability  to  manage  their  providers  and  monitor  utilization 
of  health  services  by  their  enrollees.    The  last  two  rows  of  Figure  1 
summarize  the  AHCCCS  plans'  efforts  to  routinely  generate  and  review 
utilization  reports. 

During  our  telephone  conversations  with  the  AHCCCS  plan  administrators, 
we  asked  the  administrators  to  describe  their  uses  for  encounter  data  and  to 
send  us  examples  of  the  utilization  reports  routinely  generated  by  their 
respective  health  plans. 

The  AHCCCS  plan  administrators  were  specifically  asked  whether  they 
routinely  use  plan  encounter  data  for  one  or  more  of  the  following  purposes: 
1)  preparing  bids  to  AHCCCSA  and/or  contracts  with  providers,  2)  utilization 
control,  3)  quality  assurance,  and  4)  program  planning  and  evaluation.  All 
fourteen  plans  stated  that  they  use  their  encounter  data  to  some  degree  for 
all  four  of  these  purposes,  while  ten  plans  described  additional  uses  for  the 
data,  most  commonly  PCP  profiling. 

Despite  their  intention  to  use  their  encounter  data  for  utilization 
control,  nearly  half  of  the  plans  do  not  routinely  look  at  PCP  referral  and 
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hospital  admission  behavior.    Four  plans  (CAP,  HCA,  MMCS,  and  SELECT),  two  of 
which  have  been  in  the  AHCCCS  program  since  its  inception  in  1982,  do  not  have 
the  capability  as  of  December  1993  to  generate  referral,  ancillary  service, 
and/or  hospital  activity  reports  broken  out  by  PCP.    After  reviewing  sample 
reports  submitted  by  all  four  of  these  plans,  it  seems  that  they  are  all 
limited  in  their  PCP-specific  utilization  monitoring  capabilities.    MMCS  and 
PHS  have  only  recently  begun  taking  steps  to  expand  their  utilization 
reporting  capabilities.    RAHP  currently  looks  at  hospital  admissions, 
emergency  room  (ER)  visits,  and  specialty  referrals,  but  only  on  an  ad  hoc 
basis  (i.e.,  these  reports  are  not  routinely  generated).    DHP  reportedly  has 
limited  utilization  reporting  capabilities,  and  reports  from  the  plan  have  not 
been  received  for  review  as  of  January  10,  1994.    MCP  looks  at  total  monthly 
encounters  by  provider  but  does  not  generate  reports  that  look  at  utilization 
by  service  category. 

Three  plans  (AHC,  AHP,  and  SHS)  routinely  generate  reports  that  look  at 
hospital  activity,  referrals,  ER  visits,  and  selected  ancillary  service 
utilization  by  PCP.    These  plans  seem  relatively  sophisticated  in  their 
internal  utilization  reporting  and  monitoring  activities.    As  of  January  10, 
1994  we  have  not  received  sample  reports  for  review  from  three  other  plans 
(APIPA,  NEAZ,  and  PHXHP)  with  reportedly  sophisticated  utilization  management 
reports.    Based  on  their  report  descriptions,  we  presume  that  these  three 
plans  also  have  wel 1 -developed  utilization  reporting  and  monitoring  systems. 
NEAZ  and  PHXHP  agreed  to  send  sample  reports  for  our  review,  but  APIPA 
considers  these  reports  proprietary  and  would  not  agree  to  send  them  to  us. 

Summary  and  Policy  Implications 

AHCCCSA  is  an  innovative  statewide  system  of  health  care  for  Arizona's 
indigent  population.    It  capitates  health  plans  and  provides  price  competition 
through  competitive  bidding.    As  of  January  1994,  AHCCCSA  has  prepaid, 
capitated  contracts  with  14  independent  health  plans  that  provide  health  care 
services  to  the  AHCCCS-el igible  population  throughout  the  state. 
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AHCCCS'  success  depends  in  a  large  part  on  the  performance  of  the 
contracted  health  plans.    It  is  important,  therefore,  to  understand  the 
features  of  the  individual  health  plans  that  deliver  health  care  to  the  AHCCCS 
acute  care  population. 

Table  1  outlines  some  of  the  main  features  of  the  AHCCCS  program.  The 
table  summarizes  the  plan  characteristics  that  occurred  most  frequently  in 
Figure  1  and  shows  the  percentage  of  plans  and  AHCCCS  enrol  lees  having  these 
characteristics. 

Over  70%  of  AHCCCS  acute  care  enrol  lees  are  served  by  I  PA  model  plans 
that  have  participated  in  the  AHCCCS  program  for  more  than  five  years.  More 
than  half  of  the  AHCCCS  plans,  serving  over  70%  of  the  AHCCCS  population,  are 
owned  by  one  or  more  hospital  corporations. 

All  of  the  AHCCCS  plans  implement  managed  care  principles  to  some  degree, 
such  as  using  capitated  primary  care  gatekeepers  and/or  offering  PCPs 
financial  incentives  to  control  utilization.    Almost  90%  of  AHCCCS  acute  care 
enrollees  are  in  plans  that  capitate  all  or  most  of  their  PCPs.    Over  60%  of 
AHCCCS  enrollees  are  in  plans  that  have  some  sort  of  physician  incentive 
program  for  their  PCPs,  most  commonly  cash  incentive  payments.    Only  3%  of 
enrollees  are  in  plans  that  have  risk  pools  for  all  or  most  of  their  PCPs. 

The  fact  that  the  two  county-based  plans  do  not  know  how  some  (PHS)  or 
all  (MMCS)  of  their  PCPs  are  paid  is  of  some  concern.    This  issue  is  common 
among  health  plans  that  contract  with  group  providers.    Plans  that  do  not 
contract  with  providers  directly  are  frequently  ignorant  of  how  the  physicians 
who  serve  their  enrollees  are  paid.    This  is  disconcerting  given  that  the  plan 
is  ultimately  responsible  for  the  practice  decisions  of  these  physicians. 
Efforts  could  be  made  to  improve  communication  between  health  plans  and  their 
contracted  groups  concerning  the  financial  incentives  the  groups  impose  on 
their  providers. 

Although  most  PCPs  in  the  AHCCCS  program  are  capitated,  almost  90%  of 
enrollees  are  in  plans  that  pay  specialists  on  a  fee-for-service  basis.  The 
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Table  1 


MAIN  FEATURES  OF  AHCCCS  ACUTE  CARE  PLANS,  JANUARY  1994 


Plans 


Number 


Percentage 


Enrollees 


Number 


Percentage 


Plan  Organization  and  Governance 
AHCCCS  provider  >  5  years 


64% 


305,767 


I  PA  model 

10 

71% 

307,567 

Has  hospital  ownership 

8 

57% 

285,433 

Provider  Reimbursement 

PCPs  capitated 

12 

86% 

346,344 

Risk  pool  or  incentive  payment 

for  majority  of  PCPs 

6 

43% 

240,715 

Cash  incentive 

3 

21% 

226,973 

Risk  pool  (substantial  financial  risk)* 

1 

7% 

5,538 

Risk  pool  (not  substantial  financial  risk) 

2 

14% 

8,204 

Specialists  FFS 

13 

93% 

348,335 

Hospital /Ancillary  Reimbursement 

AHCCCS  tiered  per-diem  rate  for  hospital 

14 

100% 

389,893 

Laboratory  services  capitated 

8 

57% 

239,679 

Radiology  services  contracted  FFS 

14 

100% 

389,893 

Pharmacy  services  contracted  FFS 

14 

100% 

389,893 

DME  services  capitated 

8 

57% 

318,172 

Utilization  Management 

PCP  reimbursement  adjusted  to 

offset  copayment  collection** 

6 

43% 

203,812 

Prior  authorization  on  all  services  other 

than  those  provided  by  PCP 

Hospital 

11 

79% 

331,513 

Specialty  referrals 

11 

79% 

262,628 

Ancillary  services 

3 

21% 

47,720 

Emergency  services 

4 

29% 

82,355 

PCP  profiling  reports  routinely  generated 

6 

43% 

196,883 

78% 
79% 
73% 


89% 

62% 
58% 
1% 
2% 
89% 


100% 
61% 
100% 
100% 
82% 


52% 


85% 
67% 
12% 
21% 
50% 


*  Physician  is  considered  to  be  at  substantial  financial  risk  if  more  than  25%  of  the  plan's  total 
payments  to  the  physician  is  at  risk  and  the  risk  is  based  on  costs  of  services  the  physician 
does  not  provide  (i.e.,  referrals,  inpatient  care,  ancillary  services,  etc.). 

*  The  plan  assumes  that  the  provider  collects  a  copayment  for  every  visit  and  reduces  the 
capitation  payment  accordingly.  Providers,  therefore,  have  an  incentive  to  collect  copayments. 


burden  for  controlling  utilization  therefore  rests  primarily  with  the  PCP,  who 
must  make  referrals  for  specialty  services.    This  is  not  uncommon  among 
managed  care  plans. 

All  AHCCCS  enrollees  are  in  plans  that  reimburse  hospitals  using  the 
AHCCCS  tiered  per  diem  rate.    Laboratory  and  DME  services  are  primarily 
capitated,  with  over  60%  of  enrollees  in  plans  that  capitate  for  most 
laboratory  services,  and  over  80%  of  enrollees  in  plans  that  capitate  for  most 
DMS  services.    All  enrollees  are  in  plans  that  pay  primarily  fee-for-service 
for  radiology  and  pharmacy  services. 

Slightly  over  half  of  AHCCCS  enrollees  (52%)  are  enrolled  in  plans  that 
assume  their  providers  collect  copayments  when  setting  capitation  rates. 
These  AHCCCS  enrollees  are  therefore  served  by  plans  that  provide  direct 
incentives  for  their  providers  to  collect  copayments.    Nearly  half  of  AHCCCS 
acute  care  enrollees,  however,  are  in  plans  that  assume  their  providers  do  not 
collect  any  copayments  and  do  not  offer  providers  incentives  to  do  so.  Over 
50  thousand  enrollees  are  in  one  of  two  plans  (MMCS  or  PHS)  whose  providers  do 
not  request  copayments  from  their  enrollees. 

The  majority  of  AHCCCS  enrollees  are  in  plans  that  require  prior 
authorization  for  all  hospital  services  (85%  of  enrollees)  and/or  for  all 
specialty  referrals  (67%  of  enrollees).    Over  one-fifth  of  AHCCCS  enrollees 
are  in  plans  that  require  prior  authorization  for  emergency  services,  while 
12%  are  in  plans  that  require  prior  authorization  for  all  ancillary  services 
not  directly  provided  by  the  PCP. 

Several  of  the  AHCCCS  plans  have  expanded  their  utilization  review 
capabilities  over  the  past  several  years  to  include  PCP  profiling  reports  and 
other  utilization  reports  generated  from  plan  encounter  data.    Six  AHCCCS 
plans,  enrolling  half  of  all  AHCCCS  acute  care  enrollees,  appear  to  be 
relatively  sophisticated  in  their  utilization  reporting  and  monitoring 
activities  and  routinely  generate  PCP  profiling  reports.    The  eight  remaining 
plans  could  improve  their  efforts  to  generate  and  routinely  look  at  reports 
generated  from  their  encounter  data,  and  many  are  taking  steps  to  do  so. 
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Capitating  PCPs  and  requiring  prior  authorization  are  the  two  managed 
care  strategies  most  consistently  employed  by  the  AHCCCS  plans  as  the  program 
proceeds  into  its  twelfth  year  of  operation.    Increasing  the  use  of  physician 
incentives  and  risk  pools,  encouraging  all  providers  to  ask  for  copayments 
from  enrollees,  and  expanding  the  capacity  to  generate  internal  utilization 
reports  from  encounter  data,  could  potentially  improve  the  ability  of  the 
AHCCCS  plans  to  promote  fiscally  responsible,  medically  appropriate  use  of 
limited  health  care  resources. 
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